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OATH OR AFFIRMATION

Carl R. Hammond , swear (or affirm) that, to the

bestof my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Jones & Associates, Inc. as of
bl

December 31

, 20 01 ; are true and correct. 1 further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows: .

PATRICIA L MILLER |
Commission # 1326820

! Nc{ary Pubiic — California 2 Signature
0s Angeles County 3 SESIR
mm.amimsﬂovza,zms Fires Vice President/CF
W""VJ""\‘Q-—~-&?.--...,’__._.,_'”« g ‘ Tide .

otary Public

This report” contains (check all applicable boxes):
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(a) Facing page.

(b) Statement of Financial Condition..

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partoers’ or Sole Proprietor's Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 156-3.

(1) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3. ‘

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Oath or Affirmation.

(m)A copy of the SIPC Supplemental Report. :

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e}(3).
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SIMPSON & ASSOCIATES
. CERTIFIED PUBLIC ACCOUNTANTS
1HBES NORTH CENTRAL AVENUE, SUITE 211
GLENDALE, CALIFORNIA 91202
{818) ©9S6-I1567 « FAX (818) 956-7]44

sacpa@pacbell.net

INDEPENDENT AUDITOR'S REPQRT

Board of Directors
Jones & Associates, Inc.
Westlake Village, California

We have audited the accompanying statement of financial condition
cf Jones & Associates, Inc. (a California S corporation) as of
Decembexry 31, 2001. This financial statement 1is the
responsibility of the Company's management. Our responsibility
is to express an opinion on this statement based on our audit.

We conducted our audit in accordance with generally accepted
auditing standards. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether
the financial statement is free of material misstatement. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statement. An audit
also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating
cverall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statement referred to above
presents fairly, in all material respects, the financial position
of Jones & Associates, Inc. as of December 31, 2001, in
conformity with generally accepted accounting principles.

February 14, 2002




JONES & ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

-

Note 1 - Summary of significant accounting policies and general:

Business activities:

Jones & Agsociates, Inc. is an institutional broker-dealer with
their home office in Westlake Village, California and branches in
California, Colorado, Florida, Massachusetts, New Hampshire, New
York and Texas.

Cash and cash equivalents:

For purposes of the statement of cash flows, the Company
considers all highly liquid debt instrumentsg purchased with a
maturity of three months or less to be cash equivalents.

Financial instruments which potentially subject the Company to
concentrations of credit risk consist principally of cash and
interest-bearing cash investments. At times such investments may
be in excess of the FDIC insurance limit. The Company places its
temporary cash investments with high credit quality financial
institutions and limits the amount of credit exposure to any one
institution. At December 31, 2001, the Company's uninsured cash
and investments total $10,955,550.

Marketable securities:

Marketable securities are classified as trading securities and
stated at fair value. The resulting difference between cost and
fair value is included in income. Customers' as well as the
Company's securities transactions and the related commission
income and expense are recorded on a settlement date basis.

Property and equipment:

Property and equipment is recorded at cost. Depreciation and
amortization is computed principally by the straight line method
based upon the estimated useful lives of the various classes of
assets. Expenditures for maintenance and repairs are charged to
expense as incurred. Renewals and betterments are capitalized.

Property and equipment consisted of the following at December 31,
2001:

Furniture and eqguipment $1,228,665

Data processing equipment . 1,066,818

Leasehold improvements 806,851

3,102,334

Lessg accumulated depreciation 1,143,699

Total net property and equipment $1,958,635
_3._

See independent auditor's report.




JONES & ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

Income taxes:

As of January 1, 1987, Jones & Associates, Inc., with the
unanimous consent of its shareholders, has elected under the
Internal Revenue Code to be an S Corporation. Accordingly, the
Company does not pay Federal corporate income taxes on its

income. Instead, the shareholders are liable for individual
Federal income taxes on their respective shares of the Company's
income. The corporate income tax liability and expense account

balances relate only to State taxes.
Use of Estimates:

The preparation of financial statements in conformity with
generally accepted accounting principles requires management to
make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could
differ from those estimates.

Note 2 - Net capital requirements:

The Company, as a broker-dealer, is subject to the Securities and
Exchange Commission Uniform Net Capital Rule (Rule 15c¢3-1), and
has elected the basic method allowed by the Rule. This requires
the Company to maintain a net capital equal to the greater of
$100,000 or 6 2/3 percent of the aggregate indebtedness. At
December 31, 2001, the Company's net capital was $5,241,975,
which was $4,861,518 in excess of this requirement.

Note 3 - Fully disclosed clearing agreement:

During 2001, Jones & Associates, Inc. cleared all customer
transactions through its Fully Disclosed Agreements with National
Financial Services Corporation, and Spear, Leeds and Kellogg, New
York Stock Exchange member firms.

Note 4 - Notes receivable:

During the period from 1997 through 2001, a total of 3,795,000
shares (as adjusted for the stock split on January 1, 2001) of
common stock were sold to employees of Jones & Associates, Inc.
for an aggregate notes receivable of $15,353,050 at an 8%
interest rate. The outstanding notes receivable balance at
December 31, 2001, is $9,267,509 and all loans are current.
Principal payments of $645,050 were paid in 2001.

...4_
See independent auditor's report.
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JONES & ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

Note 5 - Stockholders' equity:

During 2001, the number of issued and outstanding shares of
common stock was increased from 11,335,000 to 23,755,000 shares.
The issuance of new shares has increased the common stock amount
from $5,943,451 to $15,176,801.

In addition, on November 1, 2000 the Company's Board of Directors
voted to increase the authorized shares from 12,500,000 to
25,000,000 and approved a 2 for 1 stock split in the form of a
stock dividend effective January 1, 2001.

Note 6 - Commitments and contingencies:

The Company leases office space and equipment under noncancelable
operating lease agreements which expire on various dates through
2005. At December 31, 2001, the future minimum cbligations under
these agreements were $723,814 for 2002, $597,536 for 2003,
$400,129 for 2004, and $168,069 for 2005 for a total of
$1,889,548.

Note 7 - Retirement benefit plan:

The Company provides a 401-K deferred compensation retirement
plan to both hourly and salaried employees resulting in a current
year expense of $788,812. Employees are eligible to participate
in the plan after one year of employment.

Note 8 - Investments:

During 1997 the Company bought 150,000 preferred shares of
Optimark Technolecgies, Inc. for $1,500,000. During 2001, the
cost was written down by $150,000 to represent fair value.

During 2000, the Company bought 9,000 common stock shares and
1,500 warrants of NASDAQ Stock Market, Inc. for $137,100. As of
December 31, 2001 cost fairly represents fair value. The
investment in Optimark and NASDAQ each represent a less than one-
percent interest and therefore the Company does not have
significant control over the operations in either company. It is:
management's intent to hold both investments on a long-term
basis. Therefore, in accordance with the provisions of SFAS No.
115, available-for-sale securitiesg are carried at fair value.

-5-

See independent auditor's report.




JONES & ASSOCIATES, INC.
NOTES TQO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

Note 9 - Advertising:

The Company expenses advertising costs as incurred. In 2001,
advertising costs were $127,336 and included mainly trade
magazine advertising and promotional items that are not
considered direct response and therefore, do not require
capitalization.

-6 -

See independent auditor's report.




JONES & ASSOCIATES, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

ASSETS
Current assets:
Cash $ 2,189,591
Marketable securities 7,378,857
Cash and cash equivalents 9,568,448
Commissions and other receivables 1,382,728
Total current assets 10,951,176
Other assets:
Investments available for sale (Note 8) ‘ 1,487,100
Office furniture and equipment (Note 1) 1,958,636
Deposits 30,187
Stock exchange membership 25,000
Total other assets 3,500,923
TOTAL ASSETS $ 14,452,099

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

Accounts payable $ 610,507

Income taxes payable (Note 1) -

Commissions and bonuses payable ' 5,086,350
Total current liabilities 5,706,857

Stockholders' equity:
Common stock -
Authorized - 25,000,000 shares at no par value

Issued and outstanding-23,755,000 shares (Note 5) 15,176,801
Retained earnings ‘ 2,835,950
18,012,751

Notes receivable from common
stock issuance (Note 4) (9,267,509)
Total stockholders' equity 8,745,242
TOTAL LIABILITIES AND EQUITY $ 14,452,099

The accompanying notes are an integral
part of these financial statements.

-7-




SIMPSON & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS
11158 NORTH CENTRAL AVENUE, SUITE 211
GLENDALE, CALIFORNIA 91202
(818) 256-I1567 + FAX (818) 956-7144
sacpa@pacbell.net

The Board of Directors
Jones & Associates, Inc.

In planning and performing our audit of the financial statements
and supplemental schedules of Jones & Associates, Inc. (The
Company), for the year ended December 31, 2001, we considered its
internal control, including control activities for safeguarding
securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and
not to provide assurance on internal control.

Also, as required by rule 17a-5(g) (1) of the Securities Exchange
Commission (SEC), we have made a study of the practices and
procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the
objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate indebtedness (or aggregate debits) and
net capital under rule 17a-3(a) (11) and for determining
compliance with the exemptive provision of rule 15¢3-3. Because
the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities, we
did not review the practices and procedures followed by the
Company in any of the following:

1. Making quarterly securities examinations, counts,
verifications, and comparisons;

2. Recordation of differences required by rule 17a-13;

3. Complying with the requirements for prompt payment for
securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal
Reserve System.

The management of the Company is responsible for establishing and
maintaining internal control and the practices and procedures
referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of
controls of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and
procedures can be expected to achieve the SEC's above-mentioned
objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from




unauthorized use or disposition and that transactions are
executed in accordance with management's authorization and
recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the
practices and procedures referred to above, error or fraud may
occur and not be detected. Also, projection of any evaluation of
them to future periods is subject to the risk that they may
become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily
disclose all matters in internal control that might be material
weaknesses under standards established by the American Institute
of Certified Public Accountants. A material weakness is a
condition in which the design or operation of the specific
internal control components does not reduce to a relatively low
level the risk that error or fraud in amounts that would be
material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions.
However, we noted no matters involving internal control,
including procedures for safeguarding securities, that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of this report are
considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related
regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a
material inadequacy for such purposes. Based on this
understanding and on our study, we believe that the Company's
practices and procedures were adequate at December 31, 2001, to
meet the SEC's objectives.

This report is intended solely for the use of the Board of
Directors, management, the SEC, the National Association of
Securities Dealers, Inc., and other regulatory agencies that rely
on rule 17a-5(g) under the Securities Exchange Act of 1934 in
their regulation of registered brokers and dealers, and should
not be used for any other purpose.

M&W

Simpson & Associates, CPA's
Glendale, California
February 26, 2002
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